India fell behind during colonial rule. The absolute and relative decline of Indian GDP per capita with respect to Britain began before colonization and coincided with the rising textile trade with Europe in the 18 th century. The decline of traditional industries was not the main driver Indian decline and stagnation. Inadequate investment in agriculture and consequent decline in yield per acre stalled economic growth. Modern industries emerged and grew relatively fast. The falling behind was reversed after independence. Policies of industrialization and a green revolution in agriculture increased productivity growth in agriculture and industry, but Indian growth has been led by services. A strong focus on higher education under colonial policy had created an advantage for the service sector, which today has a high concentration of human capital. However, the slow expansion in primary education was a disadvantage in comparison with the high growth East Asian economies 1 This paper is based on the Tawney lecture of 2017. My debts are to my coauthors Steve Broadberry, Latika Chaudhary, Tirthankar Roy and Anand Swamy as fellow travellers in thinking of long run economic development in India. I thank Nick Crafts and James Fenske for their comments on an earlier draft and Duol Kim and Sun Go for sharing the data on Korea. The errors are mine.
2 Indian independence also led to a major change in the direction of economic policy.
From a globalized economy integrated into the British Empire, the next 30 years saw a retreat from policies of free trade and capital flows. The newly independent state embraced the idea of development through industrialization. In an economy, where capital was scarce and entrepreneurship was concentrated in a few communities, the state stepped in to fill the gap.
India was not unusual in this. Many parts of the underdeveloped world, both colonies in Asia and independent countries in Latin America moved towards protectionist policies to develop an industrial sector. This was not simply the infant industry argument, which had characterized industrialization in the United States and Europe 19 th century. The role of the state in the newly independent countries, in the second half of the 20 th century, was developmental and directly interventionist. While the industrialized world in Europe and North America began to rebuild the institutions of free trade after 1945, the underdeveloped world moved in a different direction, where the idea of a "Developmental State" became an intrinsic part of policy making.
This paper will take a long run view of Indian economic development. I will start with Mughal India under the emperor Akbar in 1600. This was the high point of economic prosperity measured by average living standards. I will look at the changes in the economy over the next 400 years, first in response to increasing trade with Europe through the global network of European trading companies, then through the formal political rule of the East India Company and the British Crown and finally the new phase of development after independence. As the title suggests, I will argue that there is a story of falling behind over a long period in which Indian GDP per capita declined or stagnated, a trend only to be reversed after independence.
The falling behind coincided with integration into the global economy, while the foundations for catching up were set as India moved away from globalization. The periodization touches on the broader theme of the effect of colonization. However, this paper is not a contribution to the theoretical literature on colonial underdevelopment. It will put together quantitative evidence on indicators of living standards and economic growth and assess the causes of the long run decline and the factors that led a reversal of fortune in this important Asian economy.
I will argue 1. Trade was not a driver of fortunes in colonial India. Rising trade with Europe coincided with declining living standards. It coincided with deindustrialization in the face of rising imports of industrial goods from Britain and specialization in agricultural products under colonization, but neither can explain the falling behind.
2. Underinvestment in agriculture led to stagnation in productivity. This was the main failure of the colonial government and can explain why this colonial economy fell behind.
3. Traditional industries, particularly textiles declined. Modern industries developed partly as a result of British investment in sectors like tea and jute, but also through the initiative of Indian trading networks, who set up the modern cotton textile industry. Many traditional industries reinvented their organization and borrowed some types of European technology.
Industrial development in colonial India was comparable to other peripheral countries.
Planning for industrialization in independent India wiped out to a large extent the colonial legacy as it set up industries producing intermediate and capital goods under public ownership.
4. In 1947 less than one-fifth of the Indian population had basic literacy. Although literacy had risen in the first half of the 20 th century, India's primary school enrollment was one of the lowest in the world. At the same time, the relative share of secondary education was high. Failure to prioritize primary education had long term consequences. India's recent growth led by the service sector has relied on the large pool of workers with secondary and tertiary education, but the industrial sector still has a high share of workers with low human capital.
5. The post-independence years saw technological change in agriculture and planned industrialization and these interventions moved the economy from stagnation to modern economic growth. The slow growth in the post-independence decades is a relative failure in the context of the rapid growth in East Asia, but a reversal in the context of the long run trend during colonial rule.
Falling behind

A Decline in Living Standards
The earliest systematic evidence on economic wellbeing of the Indian population comes from the carefully collected data by Shirin Moosvi (1987) (Berg 2004, Lemire and Riello 2008) Trade with the English and Dutch companies, the two main players in this market, grew rapidly.
(K. N Chaudhuri 1978 , Prakash 2014 , Chaudhury 1995 . The booming trade in cotton textiles was supported by a competitive industrial sector in India. Its competitive advantage lay in the skills of the weavers, the quality of cotton cloth and design and the low wages of the textile workers. The textile industry based on simple technology saw very little change over the two centuries (Habib 1976 ) but it dominated global markets right up to the end of the 18 th century.
The English East India Company struggled to find a suitable import to pay for the exports. The only commodity which was in great demand in India was bullion. There were large inflows of bullion into India up to the middle of the 18 th century. It was only after the East India Company gained political control of Bengal 1757 by defeating the ruler of Bengal, the bullion inflow ceased. Land taxes raised by the company could now be used to pay for the textiles.
Although the East India company solved the problem of paying for exports, the textile market was to face a major shock that destroyed its position in the international market. This was the British imports were 60% of domestic consumption in 1880, but per capita consumption increased as imported cotton cloth was cheaper. With the development of a modern textile industry after 1880, Indian textile producers gradually began to recover market share in the home market. The traditional industry survived and even prospered in niche markets. 4 Derived from Catling, H., The spinning mule (Newton Abbot, 1970) . While textile exports had dominated the world market, industry in India had never been the dominant sector of the economy. Employment in the export sector in Bengal has been estimated to have been 11% of total employment in 1750. (Prakash 1976 (Broadberry et al 2015) , but the share exports in 1801 was less than 5% of GDP. The massive growth in industrial exports between 1750 and 1800 was no mean achievement, but its impact on per capita GDP was small. (Figure 3A ) The decline in Indian GDP per capita and urban wages coincided with rising textile exports. The share was agricultural output in GDP in 1800 was just over 60%. Figure 3B shows that the trend in per capita GDP tracked the trend in per capita agricultural output and not per capita industrial output. 
Globalization and Structural Change
The battle of Plassey in 1757 marked the beginning of European rule in Bengal. The right of taxation passed from the Nawab of Bengal to the East India Company. The Company set out to change the land revenue system to create what the Europeans perceived as "well defined property rights". The "Zamindari" or landlord system was introduced in 1793 in Bengal that gave the land owners property rights in land and made them the taxpayer. The cultivators were to pay a rent to the landlord, who in turn paid taxes to the Company. The rate of tax fixed in perpetuity in 1793 was a way to incentivize the landlord to improve land productivity and become the entrepreneurial landlord.
The system did not work as planned and created a class of absentee landlords, who spent their wealth on conspicuous consumption. As the Company gradually expanded its rule to the rest of India, it introduced an alternative system of taxation, by directly taxing the cultivator, who also became the legal owner. The tax rate was a proportional to output and was in principle subject to change. The non-landlord systems dominated the western and northern parts of India.
In this system, the state had a greater incentive to improve land productivity. The cultivators were too poor to undertake large improvements of land.
In 1858, when India came under Crown rule, the East India Company looked more like a ruler than a trading firm with well-defined objectives of raising revenue and expenditure. The transition to the Crown rule, therefore did not introduce major changes to the revenue structure, 
Stagnation in a globalized economy
The globalized economy of colonial India did not see sustained growth. Industrial output per capita declined and agricultural output per head increased in the middle of the 19 th century, but this was not sustained. Agricultural exports were only 10% of agricultural output.
Ideas of "development of underdevelopment" (Frank 1966) , "world systems" (Wallerstein 1974 ) and "unequal exchange" (Amin 1976 ) for primary producers involved in colonial exchange, have been influential in the discourse on the adverse impact of colonization. Prebisch and Singer (1950) provided empirical evidence to suggest a long-term decline in terms of trade between agricultural and industrial products. Recent work by Pascali (2016) Table 2 ) This does not tell us exactly when the decline began. The declining in yield per acre resulted from the failure to provide irrigation systems or better quality seeds and fertilizers. 6 Roy (2007) sees this as an ecological crisis arising from market failure. The introduction of the landlord system of taxation that sought to incentivize landlords to carry out improvements in land, had failed to deliver. Areas under the landlord system, especially the rice growing belt, saw a decline in land yield. Cultivators themselves in both landlord and non-landlord systems were too poor to make large investments and needed some mechanism to ease the credit constraint small cultivators. Colonial India did not have institutions in place to provide access to credit to cultivators, who were dependent on local money-lenders for any type of credit with high interest rates. Therefore, building of local wells under private initiative did not materialize. 
Failure to industrialize?
The decline of old industries was followed by the emergence of new ones. Industrial capacity 
Human Capital
At the time of independence, 17% of Indian population was literate. The colonial period has seen a rise in school enrollment, but it was still one of the lowest in the world. Public investment in education was also one of the lowest in the world. It was lower than in other British colonies and other non-industrial economies, such as Brazil and Mexico, and lower than the princely states in India that were outside colonial governance. (Chaudhary 2016) There were large regional variations as spending on education was under the remit of district boards. To summarize, GDP growth in colonial India did not keep pace with population growth.
Though output per worker rose in industry and services in the first half of the 20 th century, both land and labour productivity in agriculture stagnated. Large scale modern industry grew faster than any other sector from a small base. The industrial workers did not benefit greatly from the expansion of education, but many service sector workers did. 
Catching up
Transition from a colonial Economy
The The catching up was slow and the growth rate between 1950-80, came to be known as the Hindu equilibrium. The economy was overburdened with regulation and efficiencies pulled down productivity growth (Bhagwati and Desai 1970, Ahluwalia 1985 ) However as figure 7 shows, the decline in output per worker relative to the UK shows a reversal after independence. Bosworth et al (2007) Table 5 How bad was Indian performance during planning? Delong (2001) sees India's performance under planning as average rather than a disaster. India did as well as the average developing country during 1960-1992 in terms of output per worker and the share of investment in GDP.
Delong argues that despite the loss of efficiency the increase in resource mobilization had a positive effect. Gross domestic capital formation rose 6-7% of GDP before 1940 to 13% in 1951 , rising to 20% in the 1970s. (Gupta and Roy 2017 Delong argues that small changes in regulation in the 1980s generated a large response in GDP growth. The Nehruvian regime was a response to the inadequacies of the colonial period, but had an efficiency cost. The probusiness reforms increased total factor productivity growth.
India growth failure after independence is with reference to the East Asian miracle. But did India have the initial conditions in 1950 to embark on the same path as a comparable East Asian country, such as South Korea? In the following sections, I will suggest that there were differences in colonial legacies and the colonial legacy had long run effects.
Long run Effects of colonial policies
Colonization left a deep imprint on the development of the post-colonial decades. The literature discusses three different persistent effects of colonial rule:
Land tenure institutions: There were enduring effects of the colonial land tenure system. In 1980 there were systematic differences in agricultural productivity between landlord and non- A discussion of comparative economic performance of India and East Asia will be incomplete without a reference to the different policies adopted after decolonization. Korea and Taiwan adopted policies toward import substitution in the 1950s using multiple exchange rates and 20 1910 1915 1920 1925 1930 1935 1940 tariffs. However, from the early 1960s, both countries adopted policies to increase exports targeting specific sectors by subsidized credit and easy access to foreign exchange. They followed an infant industry policy of protecting a domestic industry only in the "learning"
phase. ( Collins et al (1996) argue that external conditions explain very little of the growth difference between South and East Asia. Education is a more important explanatory variable. In South Korea and Taiwan, the average years of education of the workforce rose from 3.2 in 1960 to over 8 in 1994. In India, the change was from 1.3 to 3.4. (Collins et al 1996) The importance of initial conditions in education and low inequality in the two East Asian economies has also been emphasized by Rodrik (1997) The long run consequences of colonial policy may have contributed to the different paths of development in South and East Asia.
Conclusion
This paper has argued that India fell behind during colonial rule. The decline in Indian GDP per capita began before colonization and coincided with the rising textile trade with Europe.
India was the largest producer of cotton textiles before the industrial revolution in Britain.
However, this sector was a small part of the economy. The continued decline and stagnation of per capita GDP during 200 years of British rule widened the divergence between India and
Britain. The failure of the colonial government to raise agricultural productivity led to the stagnation. The decline of traditional industries was not the main driver Indian decline. Modern industries emerged and grew relatively fast.
The falling behind of the Indian economy was reversed in independent India. Policies of industrialization and a green revolution in agriculture increased productivity growth in both sectors. However, the most successful sector in Indian growth dynamics is the service sector.
This sector has the largest share of GDP, the largest share of literate and skilled workers and has been the fastest growing sector in recent times. The service sector has led the process of structural change rather than industry. India is one of the first examples of a service sector led growth. Indian advantage in the services has historical origins.
